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TAIWAN'S KEY ECONOMIC INDICATORS 


All values in US$ million 
and represent period averages 
unless otherwise indicated 


Exchange Rate: USS$1 NT$36.00 


INCOME, PRODUCTION, EMPLOYMENT 


GNP at Current Prices 
GNP at Constant 1971 Prices 
Per Capita GNP, Current Prices (US$) 
Plant & Equipment Investment 
Foreign Investment Approvals 
Personal Income 
Capital Output Ratio 
Indices: (Base=100) 
Industrial Production 
Mining 
Manufacturing 
Public Utilities 
Building Construction 
Agricultural Production 
Crops 
Forest 
Livestock 
Fishery 
Average Industrial Wage (1976) 
Average Labor Productivity (1976) 
Labor Force (1,000 persons) 
Average Unemployment Rate (%) 


MONEY AND PRICES 


Money Supply 
Interest Rate, Comm'l Bank secured 
Indices: (1976=100) 

Wholesale Prices 

Urban Consumer Prices 

Import Prices 

Export Prices 


20,807 
11,344 
1,247 
soos 
164 
14,375 


3s 


242. 

OTs 
a2 
are 
124. 
104. 
101. 

Si. 
09% 
21356 
115. 
108. 


6,030 


3. 


4,933 


10. 
ize 
102. 
107 5 
103. 
102. 


24,705 
12,796 
1,455 
6,292 
213 


24 


2 
0 
9 
0 
7 
0 
3 
4 
1 
7 
36 
08 


4 


6,613 


05/ 10. 
00 12. 
76 106. 
04 £13, 
35 104. 
63 109. 


OFrRNON AW O 


oO 
OV 


© WO OV ov © 


Change 


34.06 


Estimate 


13,800 
1,740 
7,500 

300 


ooo 





TAIWAN'S KEY ECONOMIC INDICATORS - continued 


BALANCE OF TRADE AND PAYMENTS 


Gold & Foreign Exchange Reserve 
External Public Debt 

(Incl. undisbursed) 
Annual Debt Service Ratio 
Balance of Payments (Basic) 
Balance of Trade 
Exports, FOB 

U.S. Share 
Imports, CIF 

U.S. Share 


Main Imports from U.S. (1978: commodity, quantity in 1,000 MT, and value): 
Machinery Equipment, various 338; Electrical Equipment & Apparatus, various, 
319; Soybeans, 959, 240; Chemical Elements, Compounds, Materials & Products, 
various, 235; Corn, 1,593, 192; Cotton, 124, 163; Transportation Equipment, 
various, 159; Wheat, 641, 91. 


Main Exports to U.S. (1978: commodity, quantity in 1,000 pcs., and value): 
Textiles, various, 1,155; Plastic Articles, various, 522; Machinery, various, 
455; Plywood & Furniture, various, 403; Transportation Equipment, various, 
140; Radio Receiver/Record Player, 9,166, 231; B/W TV, 3,371, 188; Color TV, 
669, 118. 





SUMMARY 


Taiwan's GNP, as measured in constant dollars, will grow by about 8 percent 
during 1979. The consumer price index in December will be at least 14 percent 
above its level last year. Labor costs will rise by some 25 percent. The in- 
terest rate on one-year time deposits is now 12.5 percent, and the rate on long- 
term secured loans is 14.5 percent. Foreign investment remains strong, with ap- 
plications worth $300 million expected to be approved this year. Exports will 
exceed $15 billion and imports $14 billion. The bilateral surplus with the 
United States on the trade account will be in excess of $2.2 billion and could 
be as high as $2.6 billion. Outflows on the invisibles account caused the cur- 
rent account to register a deficit in the first six months of the year, but it 
is expected that by year's end the current account will be in surplus by $200 or 
$300 million. To assure itself of reliable supplies of oil, Taiwan has built 
strong relations with Saudi Arabia and Kuwait. Taiwan is also moving rapidly to 
reduce its dependence on oil by increasing its nuclear generating capacity, i.e., 
six reactors will be in place within the next eight years. The shock of United 
States recognition of Peking has come and gone, and Taiwan remains politically 
stable and its economy continues its amazing progress. 


I. ECONOMIC SITUATION AND TRENDS 
OVERVIEW 


Taiwan's economic development during the last twenty years has been without 
equal. With annual GNP growth of 9 percent, Taiwan offers an effective model for 
other economies to follow. Barring a severe long-run recession in the United 
States -- Taiwan's major export market -- the rate of economic growth in Taiwan 
over the next five years should be in excess of 8 percent per year. The secret 
of success has been, and will continue to be, the emphasis given to both inter- 
national trade and domestic investment. Fully 58.5 percent of GNP is exported, 
and the value of imports equals 51.5 percent of GNP. Total direct foreign in- 
vestment in Taiwan since 1952 exceeds $2.2 billion. Annual gross domestic sav- 


ings now constitute about 30 percent of GNP, and will undoubtedly exceed $9 
billion in 1979. 


GNP AND INDUSTRIAL GROWTH 


Taiwan's economy, in face of the present worldwide deceleration of economic 
growth, did quite well in the first nine months of 1979. During that period GNP 
reportedly grew at 8 percent per year in real terms. However, the rate through- 
out the year has been steadily declining and a few economists -- including those 
in AIT -- believe it will finish the year somewhat below 8 percent. In current 
terms the value of GNP for the year should be about $30 billion, and per capita 
GNP will be about $1,750. 


The drop in GNP growth presently being experienced is underlined by the slow 
growth in industrial production in the first three quarters, which was only about 
7.5 percent above the same period of 1978. The corresponding figure last year was 
about 26 percent. If present trends continue, the index of industrial production 
for the whole of 1979 is apt to be no more than 7 percent above the figure last 
year, and could be as low as 6 percent. During the past ten years, real GNP has 
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never grown faster than 75 percent of the rate of growth in industrial production. 
Other major indicators in the economy, including exports, transportation, commun- 
ications, and other services, however, are performing much better. 


INFLATION 


Compounding the economic difficulties of slowed growth is the problem of in- 
flation. According to the urban consumer price index, the average consumer had 
to pay 9 percent more for his purchases during the first nine months of 1979 com- 
pared to the same period last year. Wholesalers were paying 13 percent more. By 
December of this year, the CPI will be at least 14 percent above last December, 
and the WPI (wholesale price index) will probably be about 18 percent above its 
level of a year earlier. 


Domestic prices have risen for both internal and external reasons. Last 
year, Taiwan permitted its basic money supply (M-1) to expand at an extraordinary 
rate. By January of this year, the supply was 44 percent larger than it had been 
in January of 1978. Such an expansion, of course, had to lead to some inflation. 
However, equally significant for Taiwan's economy has been imported inflation. 
With the value of imports equal to 51 percent of GNP, domestic prices will inev- 
itably rise as import prices rise. At the end of September the import price in- 
dex was 24 percent above the level of the previous September. As 94 percent of 
imports are in the form of raw materials, industrial inputs, and capital goods, 
the Wholesale Price Index has been particularly affected. 


So far this year Taiwan has been able to pass on only a portion of its in- 
creased import costs by raising export prices. While import prices are up 24 
percent, export prices are up only 12 percent. On the other hand, Taiwan's ex- 
port prices during 1977 and 1978 grew significantly faster than import prices. 
Consequently, using 1976 as the base, the import price index (IPI) in September 
of this year was only 3.7 percent above the export price index (EPI). Specifi- 
cally, the IPI was 128.2 and the EPI was 124.5. To combat inflation, Taiwan has 
moderately liberalized its import policy and dramatically slowed the annual 
growth of its money supply to about 15 percent. This is the slowest rate of 


growth in many years, and compares to a mean rate of 19 percent over the last 
eighteen years. 


LABOR 


Along with the increases of the various price indices, wage rates have also 
surged dramatically ahead. The surge reflects the very tight labor market con- 
ditions. Unemployment is still below 2 percent. Advertised job vacancies exceed 
registered job seekers by a ratio of nearly three-to-one. Even without any or- 
ganized labor movement, and with a ban on strikes, wages in manufacturing are 
about 22 percent above their level of a year ago. The potential inflationary 
impact of such wage increases is being moderated by two factors. First, produc- 
tivity is still expanding at a good rate. Second, interest rates on savings and 
time deposits have been increased sufficiently to attract some of the new wage 
funds; however, it seems that interest rates could be raised still further, with 
good effects on savings. 





INTEREST RATES 


At present the top interest rate on time deposits is 12.5 percent. The rate 
on secured long-term loans is 14.5 percent. These rates took effect on August 22, 
1979, when there was a general increase in all interest rates. The intent of the 
rate increases was to increase savings and thereby provide more loanable funds for 
industry. So far the rise in savings seems fairly moderate. Furthermore, as there 
has been no discernible dropoff in demand for loans, bankers and businesses con- 
tinue to complain about the tight money situation. 


INVESTMENT 


Complaints about tight money, however, have not been translated into reduced 
investment. Investment in Taiwan, both domestic and foreign, is stronger in 1979 
than it has ever been. This year Taiwan expects to approve $300 million of di- 
rect investments from foreign sources. As usual, foreign investment will account 
for only about 5 percent of total investment. In the private sector, the elec- 
tronics, machinery, metal products, petrochemical, and automotive industries are 
making notable investments. Housing and office buildings are also being put up 
at a great rate. In the public sector, power plants, port facilities, highways, 
and the steel industry are receiving priority attention. 


Investment projects in Taiwan are doing much to carry Taiwan through the 
present mild downturn in international trade. Economists in Taiwan expect in- 
vestment demand to be strong enough to maintain at least a 6 percent rate of GNP 
growth through the middle of next year even if U.S. demand for Taiwan's products 
remains sluggish. If the U.S. economy picks up by the second quarter of 1980, 
with a concomitant recovery in demand for Taiwan's exports, it is conceivable 
that Taiwan could experience up to 9 percent GNP growth next year. 


EXPORTS 


During the first nine months of 1979, Taiwan's exports totaled about $11.7 
billion. In current terms that figure was 28.6 percent larger than a year ear- 
lier. Adjusting for inflation of export prices, the real increase in exports 
was about 14.4 percent, which is much below the 1978 rate of 24.1 percent. None- 
theless, compared with most countries, a real rate of growth of 14.4 percent in 
exports must be counted as quite high. 


It is interesting to note that virtually all of the real increase in Taiwan's 
exports has occurred in trade with countries other than the United States. Stated 
otherwise, there has been no real increase -- and there may have even been a de- 
crease -- in the real value of Taiwan's exports to the United States this year. 
Stagnation is believed to exist because the current dollar value of exports to the 
U.S. during the nine months rose only 12.4 percent while Taiwan's index of prices 
for exports to all countries also rose 12.4 percent. Taiwan's worldwide increase 
in exports, 14.4 percent in real terms, must therefore be attributed to Taiwan's 
non-U.S. trade. According to preliminary figures, the Mid-East, Japan, and South- 
east Asia have been the major recipients of Taiwan's increased exports. 


A noticeable shift in the type as well as the destination of Taiwan's ex- 
ports has been occurring over the past few years. Cheap textiles and cheap foot- 
wear are gradually losing their pre-eminence in Taiwan's growing array of export 
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products. Within four years the value of electrical and electronic exports will 
probably exceed the value of textile exports. Ina few more years, light ma- 
chinery, machine tools, machined metal products, and basic metals may, as a 
group, be the second largest foreign exchange earner. 


IMPORTS 


Imports, totaling $10.7 billion in the first three quarters of 1979, have 
grown even more dramatically than exports. In current dollars they have risen 
35.7 percent over the same period last year. In constant dollars they have 
risen 19.4 percent. Expenditures on crude petroleum have, of course, gone up 
the fastest, i.e., 40 percent in current terms. Crude oil during the period 
accounted for 14.4 percent of all imports, versus 13.9 percent during the first 
three quarters of 1978. By year's end, crude oil may account for 15.5 percent 
to 16 percent of total imports if present trends continue. During the single 
month. of September, crude accounted for 18.6 percent of imports. 


The overall pattern of imports seems to be about the same as in the recent 
past. That is to say, capital goods account for about 25 percent, and consumer 
goods less than 10 percent of total imports. The balance is in the form of raw 
materials and industrial imports, including petroleum. Geographically the 
United States accounts for 20 percent to 25 percent of total imports, and Japan 
accounts for about 30 percent. The remainder comes from Southeast Asia, the 
Mid-East, and Europe. West Germany is the third largest supplier when OPEC 
countries are excluded from consideration. For further details see the follow- 
ing tables: 





TABLE II 
TAIWAN'S MAJOR TRADING PARTNERS 


January through September, 1979 
(U.S. Dollars Million) 
Balance 
Exports* Imports* favorable (+) or 
Amount Percent Amount Percent unfavorable (-) 

TOTAL TRADE: i, 7Al<> 100.0 105700.5 100.0 1,046.6 
U.S. 4,165.6 35.9 2,437.3 22.8 1 2ous 
JAPAN 1,706.8 S352. 5 t, 675.5 
HONG KONG 802.0 153.0 649.0 
WEST GERMANY 533.4 456.2 : Wi] tz 
SAUDI ARABIA 359..5 
UNITED KINGDOM 2392.9 
AUSTRALIA 292.3 ° 323.4 
INDONESIA 290.8 ° 319.2 
ITALY 139.4 : 108.3 
KOREA 233.6 132..3 
KUWAIT 100.3 843.2 


MALAYSIA Dek ‘ 242.1 


*Note: Exports reported FOB; Imports reported CIF. 


BALANCE OF PAYMENTS 


So far this year, Taiwan's trade surplus is 20 percent smaller than last 
year. In fact, during the first six months of the year, the net deficit on the 
services account caused the combined goods-and-services account as well as the 
current account to show deficits. In the 10-year period 1969-78, the annual 
balance on goods and services was only negative four times, and the current ac- 
count was in deficit only three times. The major item causing the negative 
bulge in the services account in the first half of this year was a net deficit 
of $197 million for "travel." This in turn was related to a liberal policy 
adopted in the middle of last year which relaxed constraints on tourist travel 
by the people on Taiwan. Although no changes in this basic policy are contem- 
plated, there may be a reduction in the amount of foreign exchange which travelers 
can take out of Taiwan. The balance on current account was also reduced by an un- 
usually large $150 million net flow of private transfer payments abroad. 
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Consequently, on the bottom line of the current account at the end of June there 
was a deficit of $271 million. 


Taiwan also experienced some difficulties on the capital account. Although 
net direct investment inflows of $60 million and other long-term private capital 
inflows of $54 million were fairly respectable, there were net short-term capi- 
tal outflows. Not only was the direction of the flow unusual, it was a very 
large $189 million. As a result, basic capital movements were in deficit by 
$66 million. In large part, the outflow can be laid to low interest rates in 
Taiwan vis-a-vis the rest of the world during the first six months of the year. 
Also, the shift of the foreign exchange system from one of rigidly fixed rates 
to one with relatively floating rates may have had some effect on short-term 
flows. However, to some degree, the shift in short-term capital flows -- like 
the shift in private transfers -- probably reflected some uncertainty in Taiwan's 
future during the period in which the United States was withdrawing diplomatic 
recognition from Taiwan and before the Taiwan Relations Act had been passed and 
signed. It is the consensus of knowledgeable observers that Taiwan has now 
passed the most difficult of its trials. There is every expectation that short- 
term capital flows -- and private transfers -- are once again returning to their 
normal pattern, i.e., flowing to Taiwan. In any case, given net foreign assets 
of the banking system in excess of $5 billion, short-term outflows of the sort 
experienced in the first half of the year can be fairly easily handled. 


BILATERAL BALANCE 


Although Taiwan's worldwide trade account has moved away from the large sur- 
pluses of recent years, Taiwan continues to have a very large surplus with the 
United States. As of the end of September the bilateral surplus was nearly $2.0 
billion. By the end of the year the figure will probably exceed $2.2 billion. 
Last year the figure was $2.6 billion. Concerned about the situation, Taiwan has 
taken a number of steps to correct it -- including sending large buying missions 
to the United States, prohibiting the importation of certain items unless they 
come from the United States, and pushing its businesses to buy American. The 
American Institute in Taiwan is also pursuing a vigorous campaign to promote ex- 
ports and encourage reverse investment flows, i.e., flows from Taiwan to the 
United States. 


Reversing the long-running imbalance on the trade account cannot, of course, 
be done overnight. But progress is clearly being made, and with the continuing 
efforts of Taiwan, the American Institute, and most importantly, 
with the efforts of American businesses, the rate of improvement will accelerate. 
In the meantime, Taiwan has contributed to the availability of investment funds 
in the United States by depositing in American institutions a very significant 
portion of its $5 billion in net foreign exchange assets. 


II. IMPLICATIONS FOR THE UNITED STATES 


In the period 1968-78 the value of Taiwan's imports from the United States 
rose nine-fold, or at a compound growth rate of more than 25 percent a year. In 
the first nine months of 1979 imports from the United States were 40.2 percent 
above their level in 1978. Discounting the rise in import prices, the (real) 
growth rate was still a phenomenal 34.7 percent! Clearly, Taiwan has been and 
continues to be a very good market for U.S. products. 
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In the coming few months, the growth of U.S. exports to Taiwan should re- 
main large. Infrastructure projects -- including nuclear power plants, hous- 
ing, telecommunications, and transportation systems -- as well as expanding in- 
vestment in manufacturing facilities -- including enlargement of a steel plant, 
production of steam generators, and increased output of automobiles, electronics 
and machinery -- will maintain a strong demand for U.S. capital goods and inter- 
mediate inputs. 


As previously stated, Taiwan has an active program for promoting the im- 
portation of American products. Also, most U.S. products have a good reputation 
in the private sector. However, American sellers must keep their profit margins 
slim and must provide good after-sales services if they are to win and keep ac- 
counts in Taiwan. Furthermore, with the recent depreciation of the Japanese 
Yen against the U.S. dollar, American exporters to Taiwan may face more competi- 
tion from the Japanese than in the past couple of years. 


It is also possible that growth of the Taiwan economy could slow to some- 
thing less than 6 percent in the latter half of 1980. Such a slowing might well 
be expected if the U.S. economy enters a severe recession. In such a case, 
credit terms from U.S. suppliers and financiers might have to be liberalized to 
maintain any significant growth in exports to Taiwan. Otherwise, as has hap- 
pened in the past, Taiwan could be expected to reduce its import growth rate or 
turn to third party suppliers offering easier terms. 


One of the noteworthy features of the U.S.-Taiwan trade relationship is that 
a fairly large percentage of Taiwan's imports from the United States are the re- 
sult of orders placed by the subsidiaries of U.S. companies operating in Taiwan. 
The U.S. companies have found Taiwan an attractive place to set up shop to com- 


pete with the Japanese in international trade -~ particularly trade within the 
Far East. Not only are tax laws and administrative practices conducive to in- 
vestment, the political stability and well educated labor force beckon the in- 
ternational entrepreneur. To the extent that U.S. investment in Taiwan promotes 
a flow of subsequent U.S. exports to Taiwan, as has been the case, the welfare of 
both economies should increase. 
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